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CITIZENS 
UTILITIES 

Chairman Renr Jennings 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Re: Docket No. U-0000-94-165 

ENERGY SECTOR 
1233 West Rank Expressway 

Harvey, LA 70058 
(5U4) 367-7000 

Dear Mr. Chairman: 

I am writing to seek your intervention in obtaining a delay in process which has 
been put forth by Staff. Specifically, Staff has proposed a new rule which will have far 
reaching legal and technical ramifications and which could jeopardize the very integrity 
of the product we provide; that being safe, reliable and affordable electric sewice. 

The cornrnent date of September I 2  does not provide adequate time to fully 
assess the Proposed Rule. While it is apparent that Staff has expended considerable 
time and effort in drafting the Rule, it is equally apparent that the effects an purchasing 
companies, such as Citizens, have not been considered. 

Further, the complexity of the issues warrant sufficient time so that we can 
approach this matter in the appropriate way. To facilitate your review of the issues, ! 
have attached Citizens' proposal for restructuring. I am sure YQU will agree that 
Citizens' concept, provides far a mechanism by which all custamers in the state are 
guaranteed fair and equitable treatment and such programs as DSM, low income and 
renewables can be advanced without having to rely un conflicting interests. 

1 stand ready to meet with you, or anyone you believe can adequately address 
this issue, so that we can collaborately move forward. 

Sincerely, 

James P. Avery 
Vice President, E 

cc: Marcia Wceks 
Carl Kunasek 
Docket Control 
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9j/ Citizens Utiiitics Company (“Citizens” or “Company“) hereby submits its written “/I comments in response to the February 22, d996 and April 23, 1996 letters of the Arizona 

’Z/j Corporation Commission (“Cornmission“ that invited comments on two se t s  of issues. One 

’*(/ set of issues invaives the measuring of the objectives that competition should meet. The 
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second se t  of issues involves whether or  not a pilot program should be implemented and if 

so, how. Citizens herein addresses those issues and the reelated questions posed by the 

Commission. 

1. INTRODUCTION 

In earfy 1994, the  Commission established Docket No. U-0000-95-165 to begin its 

investigation of electric industry restructuring including the intraduction of retail competition 

191) in electricity markets. The investigation has proceeded to the point that the Commission’s 

“11 Staff (“Staff’) is now considering whether and how to develop a proposal for introducing retail 

I( competition in the electric industry. Citkens is pleased to submit its proposal for restructuring 

u(1 the industry to meet  the general objectives of the introduction of competition as outlined in 
23/( Staff’s February 22, 1996 tetter. The proposed structure will not require the implementation 
24 

25 

26 

of a pilot program and wiii accomplish a truly competitive market for all customers at the time 

of implementation. 

Citizens is in a unique position relative to the restructuring of the electric industry. As 

27// an integrated supplier of public utility services to customers across the country, the Company 
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has been an active and successful participant in the restructuring of the  telecommunications 

industry and the natural gas industry and has recently submitted a proposal for restructuring 
the electric industry in Vermont. 

Citizens has approached the restructuring of the electric industry from the perspective 

of broad social redesign of the  industry. This is in contrast to some of the suggestions for 

restructuring put foorth by other electric utilities across the  country that have been developed 

with the objectives of protecting existing interests. T’ne Company realizes that its proposal 

will have a material impact on how Citizens does business in Arizona. As stated in Citizens’ 

Vermont filing, the Company believes that by taking a &bal perspective ail parties will share 

in both the benefits and the  risks of a restructured industry. 

Citizens’ restructuring proposal represents a comprehensive approach :O bringing 

competition to the eteciric industry in Arizona and chaice to its residents, while protecting low 

income customers and the environment, in alliance with the ather objectives and principles 
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governing the move toward competition in the industry, Following the presentation of this 

comprehensive proposal, these comments discuss the measuring progress in meeting the  

objectives. Finally, Citizens responds to the specific questions raised in the  Staffs letter, 

either pointing to specific locations in the proposal where the questions are addressed, or 

providing cfarificatrons where appropriate. 
I 
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11. PROPOSAL 

1 .O INTRODUCTION AND PHILOSOPHY 

In its Request for Comments on Ekctric Industry Restructuring, the Commission has 

identified certain general objectives that should be met through the introduction of competition 

into the electric industry. These objectives are to: 

1. 

2. 

3. 

4. 

Encourage t h e  benefits of retail eleGtrk competition 

Limit the potential harm to utilities and  utility investors 

Enable a wide range of consumers to participate in a competitive market 

Limit the potential for decreases in electric system f€?IiabiliV 
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5. 

6. 

7. 

8. 

9. 

The proposal being filed in Arizona is virtuatiy identical in concept and structure tu the 

Limit the potential for market impediments such as exertion of market power by 

utilities which blunts competitive forces and high transaction costs for market 

participants 

Encourage a variety of market development 

Promote renewable resources 

Protect important public programs (protection of the environment, renewable 

resource development, low inccrnc customers’ assistance, increased energy 

efticiency, and safe nuclear power piant decommissioning) 

Shield consumers who do not or canmt participate in the competitive market 

from rate increases attributable to competition. 

27 

28 

Citizens has attempted to lay out a framework for the future of the electric industry that 

addresses all of these principles. 

Sone of the suggestions for industry restructuring that have been put forth by electric 

utilities around tbe country have been developed with the objective of protecting existing 

interests. In contrast, Citizens has approached restructuring from the perspective of broad 

social redesign of the industry. By taking this global perspective, Citizens believes that all 

parties will share in both the benefits and the risks of a restructured industry. The Company 

beiieves its proposal steps away from existing interests to incorporate broader social benefits. 

In particular, the Citizens’ proposal will: 

Retain important societal programs 

Treat all parties fairly 

Achieve true open access fur all customers 

Remove artificial barriers that exist between traditional utility territories 

Provide a mechanism for mitigating the burden of stranded costs 

proposai filed on March 12, 1996 with the Vermont Public Service Board by Citizens’ Vermont 

EIectric Division, with additional elaborations filed on June 19, 1996. The Company bas 

Minimize opportunities far collusion 
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made certain modifications to the proposal to account for Certain differences in the electric 

industry in Arizona. However, Citizens believes its proposal is fully applicable throughout the 
county, and encourages review in that context. 

Electric utitities in Arizona do not operate in isolation. We are cioseiy tied In to, and 

heavily reliant upon, the  Western Area Power Administration’s and other utilities’ transmissicn 

and gefleration assets, as well as being interconnected to the eiectric markets in CalifGrnia 

and elsewhere in the West. Accordingly, Arizona can ill afford io reorGanize in seclusion. 

Actions taken in neighboring states and by the federal power administrations wiIl affect :he 

abiiity of Arizona’s e!ectric utilities :o control their own destiny and protect ptl~ciples imp~rtaiit 

to the state and its citizens. All players in the etectric industry restructuring process in 

Arizona -- the Commission, the Residential Utiiity Consumer Office (“RUCO“), the utilities, 

eiectric users, citizen groups, and environmental parties - must work together to ensure that 

. ”. Pa 05 
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Arizona is not disadvantaged regionally or nationally by restructuring activities going on 

around us. 

Citizens has put forth this proposal for restructuring the electric utility industry from the 

perspective of what it believes is the in the best interest of society as a whole. Citizens has 

not, however, attempted to answer whether or not the deregufated industry will be better 

(lower prices, better service, enhanced reliability, etc.) than the present industry. 

Deregulation of the electric utility industry offers a unique opportuility to garner the benefits 

of free market enterprises in an industry whose ofigin required a monopolistic framework to 

become established. 

The question remains whether the costs associated with the higher rates of return 

23 7 (increased cost of capitallhigher discount rates) associated with free market companies will 
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be less than the  cost associated with inefficiencies inherent with the present regulated 

industty. In addition, future benefits wdl not be realized unless the present degree of 

regulation is decreased or the regulatory process is streamlined. If the overall regulatory and 

compliance burden pfaced on the future portions of the industry - both regulated and 

unregulated - equais or exceeds the present level, then many of the benefits of restructuring 
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will be last. The praposai developed by Citizens attempts to free the industry to garner the 

benefits of competition and market forces, while providing for the continuation of sacietai 

benefits associated with the existing industry. 

Finally, society must not be lulled into the belief that future capacity needs can be met 
by capacity developed by flew technology that would not have been developed by the present 

industry. Theoretically, the patentiai fgr greater profits may aiiow entrepreneurs to take 

higher risks -- but with higher risks come higher cost of capital and higher expected rates of 

return. Short term, immediate benefits associated with the present abundance of capacity 

will likely be lost in the long run. 

Citizens welccmes the opportunity to discuss its propasd with interested parties in 

Arizona and elsewhere in the corning weeks. The Company is enthusiastic abaut the 

potential opportunities for society as a result of restructuring in the industry, and is ready to 

move forward immediately to implement that restructuring. However, it must be remembered 

that this is an unknown future into which we are moving, and the benefits of that future 

cannot be guaranteed in advance. 
2.0 PROPOSED INDUSTRY STRUCTURE 

2.1 Overview of the Structure 

Citizens believes that the electric utility industry should be restructured into four 

separate components: 

Regional or statewide transmission companies ("TRANSCOs"), evoiving from 

existing transmission coordination groups where those exist, and regulated by 

the Federal Energy Regulatory Commission ("FERC"). 

Multiple state-regulated distribution companies ("DlSTCOs"), with franchised 

service areas and an obligation to connect all customers within those areas. 

A broad category of mostfy unregulated companies that would own generation 

and sell packages of power services in the wholesale and retail markets. Asset 

ownership and power sales activities could exist in any combination within a 

single company. These comments will use the term GENCOs to refer to 
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matching buyers and sellers in the spot market, and ather related functions.! 

Citizens believes that these regulated and unregulated cornponerrts of the industry 

must be functionally and administratively separate from each other. In particu!ar, a company 

that is acting as a DISTCO or a TRANSCO and as a GENCO or a RETAILCB must provide 

far separate facilities, staffing, management, and direct support (e-g., customer service, 

marketing, billing) for the regulated and unregulated portions of the business. This 

separation is necessary to preclude information flowing preferentially between affilii3teu 

regufated and unregulated businesses to the detriment of non-afiliated cornpetitmi in eithef 

the regulated or unregulated operations. Citizens recognizes that there are certain 

administrative support functions (for example, human resources} that are eficiently provided 

by centralized systems. There is little, if any, chance of inappropriate information flow 

through normal human resource operations, so sharing of these functions at a corporate level 

should not be a problem. 
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Administrative separation, as defined here, together with regulatory requirements and 
oversight should effectively preclude discriminatory information flow and se!f dealing. In 

1 Citizens believes the ISOs and power exchanges will evolve separately 
from the vertically integrated utilities and, therefore, the Company has not included their 
shcture in its plan. The ownership of ISOs must be completely separate from the 
ownership of TWNSCOs. 

entities awning generation assets and selling power at the wholesale level and 

RETAlCCOs to refer to entities packaging power services for sale to ultimate 

consumers, recognizing that some companies will be both a GENCO and a 

RETAILCO. 

Regional independent system operators ("1SOs") arid power exchanges, 

possibly evolving from existing power pools where those exist (e.g., Western 

Systems Coordinating Council, Western Systems Power Pool, Southwest 

Regional Transmission Association) with responsibility far coordination of the 

region-wide transmission a i  electricity, reiiabiiity of the transrnissien grid, 
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entities owning gerleratiQn assets and seiling power at the wholesale level and 

RETAlLCOs to refer to entities packaging power services fcr sale to ultimate 

consumers, recognizing that some companies will be both a GENCQ and a 
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possibly evolving from existing power pools where those exist (e,g., Western 

Systems Coordinating Council, Western Systems Power Pod,  Southwest 

Regional Transmission Association) with responsibility far coordination of the 
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Citizens beiieves that these regulated and unregulated components  of the  industry 

must be functionally and administratively separate from each other. In particular, a company 

that is acting as a DISTCO or a TRANSCO and as a GENCO or a RETAILCO must provide 

for separate facilities, staffing, management, and direct support (e-g., customer service, 

marketing, billing) far the regulated and unregutated portions of the business. This 

separation is necessary to predude information flowing preferentiaily between affiliated 

17 regulated and unregulated businesses to the detriment of non-affiliated competitors in either 
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the regulated or unregulated operations. Citizens recognizes that there are certain 

administrative ~ u p p ~ r t  fun@ions {for example, human resources) that are efficiently provided 

by centralized systems. There is little, if any, chance of inappropriate information flow 

through normal human resource operations, so sharing of these functions at a cofporate ievei 
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should not be a problem- 

Administrative separation, as defined here, together with regulatory requirements and 

clversig ht: should effectively preclude discriminatory information flow and se!f dealing. In 

26 ~ 
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28 

1 Citizens believes the lSOs and power exchanges will evolve separately 
from the vertically integrated utilities and, therefore, the Company has not incfuded their 
structure in its plan. The ownership of ISOs must b e  completely separate  from the 
ownership of TWNSCOs. 
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Citizens believes that these protections will be sufficient to provide a level playing field 

between RETAlLCOs and GENCOs affiliated with regulated entities, and those that are 

independent of DlSTCOs and TRANSCOs. Should they not be sufficient, and self-dealing 

and complaints arise, regulators at the state or federal levei could take appropriate action at 

some future time. 

P, 08 ., 
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I I/ particular, the following projections would be in place in the restructured environment: 

2.2 

The TRANSCOs would be in the business to transmit electricity between GENCOs, 

DISTCOs, and other TRANSCOs. Citizens believes that aperational efficiemy and 

administrative cfarity suggest that many states or regions would best be serviced by one 

Structure and Evolution of the TRANSCOs 

Rate c3se review of  cost ahcat~ons: the regulated entities, bath 

TRANSCOs and DISTCOs, will continue to be subject to review by state ar;U 

federai cmmissions, so that any inappropriate cost allocations to the regulated 

entities could be rejected and rates adjusted accordingiy. 

Fomaf compiainf pmcessss: the public or any GENCO or RETAILCO could 

file complaints of preferential or discriminatory treatment by a OlSTCU or a 

TRANSCO with the appropriate regulatory agency, with appropriate a d a n  being 

taken by the regulatory body. 

Provision of customer lists: DISTCOs would be required to prtvide !ists af 

connected customers to all registered RETAlLCOs and GENCOs in the stare 

on a reguiar or on-request basis, so that all entities engaged in marketing 

pawer in the state would have equal access to customer information. 

Public posting o f  prices: For small and medium usage customers, 

RETAILCOS will be required to post prices publicly, thereby making electricity 
available on a nan4isc:irninatory basis irrespective of proximity to an affiliated 

entity's franchise area. 

27 

28 

transmission company. A single statewide or regional TRANSCO would simplify the 

monitoring and operation of the transmission grid within the state or region and eliminate 
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intrastate pancaking of transmission rates. A single TRANSCO could also result in 
efficiencies in development of and participatjon in the Real-time Information Networks that 

are being required by the Federai Energy Regulatory Commission ("FERC"). 

In Arizona tbe transmission system is complicated by a number of factors tbat wiil 

affect the ability to impiernent a statewide TRANSCO approach. In particular: 

6 

7 

The transmission system is highly integrated over several states (Arizona, 

Nevada, Utah, California) so that state borders have little meaning for the 

transfer of electricjty. An Arizona-only approach is not feasible due to the 

interconnected nature of the system and the multi-state ownership of the 

assets. A tegianai approacb to the  transmission system would require the 

cooperation of regulators in multiple states. 

The present system is owned by numerous antities, incfuding large and small 

investor owned utilities, municipals, and federai government agencies. in 

addition, non-utility, currently non-regulated, entities are actively pursuing 

transmission ownership. Each entity will have its own agenda and objectives, 

complicating any pian to create a single TRANSCO with overall transmission 

asset ownership. On the other hand, having each entity charge a separate fee 

for transmission will vastly increase the hard and soft costs (e.g., doilars per 

kilowatt hour, administrative and contracting costs) associated with retail 

transfers of power Over the system. A broader postage stamp rate with 

centralized administration would improve the efficiency of the open system, 

providing benefits to all consumers. 

Contract capacity on the transmission system is constrained, with access to the 
system already a key issue in many areas. A statewide or region-wide 

approach to open access to the transmission grid could faciiitate optimizing the 

utilization of the current system by alfowing capacity not needed by the Owners 

to be used by other parties to benefit consumers. Certainly a broader approach 

would simplify planning for future capacity investments. 
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Unintended pawer flows resulting from the natural preference of electricity to 

follow the path of least resistance are a larger issue in the West than other 

areas of the  country, due at least in part ta the existence of extra-high voltage 

ttansmissian lines connecting heavy load areas with remote generation many 

miles away. A broader approach ta the transmission system (either single 

ownership or voluntary statewide postage stamp rates) could remove scme of 

the concern aver compensation for inadvertem power flows, since 

compensation would be independent of physical path. 

Because of these complicating factors, the optimum approach in Arizona (am' 

neighboring states) fcr the transmission portion of :he electric industri, will need to be a 

compromise among the numerous parties, baiancing eiftciency in operation, pricing. and 

planning with political and logistical considerations. Citizens wouid like to see 8s much 

consolidation and sirnpiifrcatian in this pottion of the industry as is possible within the 

constraints. 

TMNSGOs would be price- and service-regulated by FERC and, therefore, would be 

obligated to provide transmission service to all DiSTCOs, out-of-state TRANSCOs, and 

GENCOs pursuant to current and future FERC orders. The need for and siting of new 

transmission assets within state borders would be done by the TRANSCOs, subject to then- 

current state regulations. 

FERC orders will establish operating criteria, rate limitations, required ancillary 
services, and other TRANSCO requirements. Citizens beikves the state should work with 

appropriate parties at FERC to have certain key points addressed in the FERC orders. In 

particular, Citizens believes that: 

TWNSCOs shoufd have the obligation to plan, serve, and construct to serve 

DlSTCO (and, therefore. end user) needs on a postage-stamp basis. 

Revenues received from paint-to-point services should be credited against 

network services, so that network tariffs are reduced, providing benefits to those 

customers who will be served under those tariffs. 
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e TWINSCOs may own limited generation for voltage and area support, the cost 

of which would be part of the cusf of seNtC&, However, they should not be able 

to serve bad directfy and any excess generation would be sold on the spot 
market. 

System failure can occur in the distribution system, transmission system, or generation 

system due to acts of nature, equipment failure, etc. I f  a failure acctlrs in the distribution or 

1 7 ,  

121 

16 

other saurces of generation. Now that GENCOs would be independent, the possibility exists 

that the GENCO (or similarly an out-of-state TRANSCO) couid fail to deliver its contracted 

supply of electricity to the TRANSCO. Provisions must, therefore, be made for acquiring and 

paying for backup power through contractual arrangements between some combination of 

the GENCUs, the TRANSCO, and the power exchange. Through these contractuai vehicles, 

each segment of the industry will have obligations and incentives tc ensure system reliability. 
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2.3 

DISTCOs would serve certificated areas and could not be bypassed. The DlSTCQs 

would be fully regulated by the state and would have the abtigation to cunnect all customers 

within the certificated areas under approved tariffs. New customers would sign up for 

connection of service through the DfSfCO, and would select a RETAILCO to provide power 

services in a manner simiiar to the way long distance phone service is selected today. The 
OISTCO would be obligated to provide publicly posied prices and eligibility criteria from a11 

registered RETAILCOs on a nondiscriminatory basis. Customers could switch RETAILCOs 

at any the,  although DISTCOs may establish reasonable notification of waiffng periods to 

allow for administration of RETAILCO changes. 

Structure and Evoiotian of the D1STCOs 

Customers having ~ C J  preference on RFTAILGO would be assigned to a RETAlLCO 

on a lottery basis. The assignment process would be managed by the  state. RETAiLCOs 
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that wish to be induded in the lottery assignment list would register their interest with the 

managing entity. The  managing entity would be required to publish infomatian documenting 

the assignment process on a periodic basis. AH RETA1LCOs would have access to the 

assignment data and could file a complaint with the  regulators if they believe they were not 

receiving equal treatment. 

The DlSTCOs would be rssponsibie for meter reading, billing, collection, and payment 

of funds to the RETAlLCOs and other fee accounts.2 The RETAiLCU wauid, in turn, be 
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to the customer wouid include the distribution system service charge, transmission service 

charge, the power sales charge from the RETAILCO serving that customer, and separate line 
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items for additional charges, including the investment recovery fund surcharge for recaverj 

of stranded casts (discussed in Section 3.0 below), above-rnarket energy efficiency and other 

societal programs (discussed in Section 4.0 below), and taxes and franchise fees, As is the 

case currently when ail the costs are provided in a bundled biil, customers may not elect to 
not pay specific p a t h s  of their bill without risking collection prccesses and ultimately 

disconnection of service. 

Citizens proposes that the distribution system service charges b e  made up of a simple, 

fiat, monthly charge for srnatl users, and a flat charge plus a demand-based charge for larger 

users. Depending on cost causation with respect to system and customer characteristics, 

Wo or three categories of large customers may be appropriate. Certain customers (most 

likely large users) may elect to install real time meters to enable rapid procurement of 

eiectricity from the electricity commodity market. The OISTCO would connect to such a 

system at the expense of the individual customer and could develop a customer- or 

equipment-specific distribution charge cost adder to recover its connection costs. Additional 

charges could be deveioped and appiied in specific instances to acmunt for other justifiable 

* The DISTCOs could elect to contract out these customer services to private 
industry, but must assure the regulators fiat such actions are least cost and do not 
disadvantage customers or the market process. 
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cost differences, 

The break points between small and large customers will need to be determined as 

the rates are established and will vary from state to state because of load and system 

differences. For simplicity, the Company suggest‘s the points should be similar for all utilities 
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in a given state. The distribution system service charges could either be based on traditional 

coSt--of-sen/ice methods of rate making or be performance based. 

The OiSTCO will continue to have the right to discontinue service under existing 

regulations, and may require a deposit or payment of past bills prior to re-initiating service 

toi  

171 
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process at the DISTCU will minimize customers switching among RETAILCOs to avoid 

paying bills. As is the case currently, the CfSTCO may refer customen to state energy 

assistance personnel as appropriate for assistance with bill payment. 
i 
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The RETAlLCOs would pay regulated fees to the DISTCO for the meter rcading, 

billing, and collection services they receive. The service fees would be cost-based and set 

through the rate case process. T he  DISTCO may also chcose to offer additional services 

to RETAiLCOs on an unbundled, nondiscriminatory, voluntary basis, although the charges 

for those services would still be regufated. 

The DtSTCOs would have the obligation to maintain and improve distribution system 

reliability and efficiency in accordance with current state regulaticns. As with the TR4NSC0, 

26 

27 

based upon their marketing ability, their ability to purchase power through bilateral contracts 

or on the open market at prices below the posted or negotiated prkes, their abWy to 

28, generate cost-effective power, and their ability to hedge power supply Costs. 
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GENCOs and RETAlLGOs would be registered with the state and would have to meet 

certain requirements to be able to sell services in the state. Thus, these unregulated 

providers would be simiiar to insurance companies or long distance telephone companies. 

Citizens envisions slightfy different licensing requirements for entities aperating at the 

wholesale (GENCO) and retail (RETAILCO) levels. Table 2-1 provides a preliminary list of 

licensing requirements. 

* 
e 

4 

0 

a 

W 

0 

Table 2-'I 

Preliminary RETAILCO Licensing Requirements 

Post a performance bond to guarantee conformance with service obligations 

Maintain membership in goad standing with the appropriate IS0 or pool, 

Agree to comply with DISTCO, TRANSCO, ISO, Pool requirements 

30-day notification of an increase in prices 

Full disctosure of market price-foilowing service offerings for posted price 

services 

60-day notice of discontinuation of service offer for pasted price services 

During an initiaf period, provision of a Standard offer with no service conditions 

Service conditions on other offers conforming to technical conditions 

Nondiscriminatory provision of services 

Agree to complaint resdution through the licensing board (w/ specified appeal 

pro cess) 

Payment of annual licensing fee (cover oversight, consumer education, 

complaint resolution activities of licensing board) 

Agreement to provide certain types of records in the event of complaint or 

periodic review by the licensing board 

Fallow statelCommission service termination policies 

Establish fair service depasit requirements, based on likely bills and loss risks 

Establish credit policies based on standard credit ratings and apply those 

policies on a nondiscriminatory basis 

+ 

-1 3- 
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Any entity desiring to solicit for and sell power services in the state, at either the 

whoksale or retail level, would be required to pay an annual power sales permit fee, made 

up of a registration fee and a load service fee. The registration fee wauid entitfe a power 

services company to solicit for customers. The load service fee would be a charge per kW 

of actual load semed? Full credit would be given on the load senrice fee for capacity (either 

generation or purchase power cantracts) purchased In the state's asset aucticn (discussed 

in Section 3.0). The power safes permit fee would be paid into the Investment Recovery 

Fund (discussed in Section 3.0), thereby reducing the  level of stranded costs to be recovered 

from customers in the state. In developing the details of the power sates permit fee, 

rnecnanisms will need to be included to eliminate gaming with data on load served and 

instate capacity owned. Aka, a process would need io be developed to avoid dcub!e 

payment of the fee in the case of purchases of whalesale power by RETAILCOs from 

separate GENCOs. 

GENCQs would own generation or power supply contracts and would buy and sell 

generation in the market, ejther through the power exchange {Le,, the spot market) OF through 

bilateral contracts with RETAILCOs or other GENCOs in or out of state. The sate and 

purchase of power by GENCQs would be at market-based or negotiated prices, and would 

be subject oniy to whatever restrictions are imposed by the lS0 or the power exchange. in 

the case of direct purchases from the  spot market, transmission ccntracting and coordination 

and procurement of necessary, ancillary services should be the responsibility of the 

purchasing entity. In the case of bilateral agreements, the selling EENCQ may contract far 

transmission and ancillary services and coordinate with TRANSCOs to ensure delivery of the 

power as part of the contract, or those responsibiiities may remain with the purchasing entity. 

Each GENCO will need to have access to the  IS0 and the power exchange, either 

directly or through another GENCO, to provide for dispatch of its generation facilities and 

For example, the power sales permit fee could be set at some percentage 
of the cost of a new generating facility. 
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delivery of purchased Dispatch of generation facijities wauid be subject to 180 

operations and restrictions. Depending on how the IS0 is structured, this could be on a bid 

price basis or on a traditional economic dispatch basis. Units could be operated on a must- 

run basis (e.g,. run of river hydro facilities and facilities required for system stability). 

Citizens anticipates that an active, efficient power market wilt develop to handle spinning 

reserve, next hour and next day pawer sales. The IS0 or the power exchange would provide 

biiling and other services in support of the pawer market. 

A RffAILCO could purchase power from the power exchange (spot market) or through 

bilateral contracts with GENCOs or other RETAILCOs, or generate its own power if it were 

P, 16 
, ."._ 
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14 

also a GENCO. RETAitCOs would then package the power with transmission and other 

ancillary services as appropriate, and sell the package to end users, A customer purchasing 

directly from a GENCO does not exempt the customer from paying transmission and 

distribution costs. Failowing restructuring of the industry, there would be two basic types of 

, retail power sales: 

." 

I 5  Pasted prices, available on a nondiscriminatory basis to all small and medium 

46 

17 

18 

customers meeting the posted technical eligibility requirements. 

Negotiated contracts for customers over a certain size level, with individualized, 

confidential contract terms and p r i ~ s ' .  

* 

19 

20 

21 

22 

RETAILCOs wculd not be required to offer both posted price services and negotiated 

contracts. However, if a RETAILCO company wished to offer any posted-price services, 

those services, within the constraints of available capacity, must be open tg ail customers 

that meet the posted eligibifity requirements, This provisian will allow RFTAtCCOs to 

23 

24 

2s 

26 

27 

specialize in certain areas of the market (for example, residential or high load factor 

customers), but not to engage in arbitrary discrimination within those defined areas. Services 

that RETAlLCOs may elect to provide could include: 

4 

power pools. 
This access would be similar to the current membership in the regional 

28 
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Citizens believes that RETAtLCQs will become available to serve all types of 

customers, and that if a RETAitCO extracts excess profits from a specific portion of the 

market, other players will enter that portion and undersell the profit taker. This is the basis 

of a free marketplace, and the Company believes it will work within the eiedric industry if 

artificial barriers do not prohibit entry and exit from the market, and transmittal af market 

pricing signais. However, Citizens also recognizes that initially there may be a need for a 

required standard offer that would be available to all consumers an a "no condition" basis. 

As the competitive electric market develops and consumers become more familiar with the 
operation of that market, the need for a required standard offer will decfine. Because they 

wiil be the ultimate providers of competitive electric services, Citizens recommends that 

--..- P, 17 

23 

24 

25 

28 

27 

28 

RETAILCOs be the providers of the required standard offers. In particular, the Company 
recommends that ail RFTAILCOs providing pasted price services be required to provide a 

standard service offer, available to all consumers without condition for a period of three to 

five years. The standard service offer could be priced at spot market or perhaps on a 30-day 

firm basis. Citizens aka suggests there be a market test that wauid allow the requirement 

to expire early if the market become sufficiently mature. If there was continued concern 
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regarding the need for a no condition semice beyond the initial period, there would be 

sufficient time to develop alternative delivery mechanisms for this type of service. 

Both tbe pasted prices and negotiated contract prices would be unregulated and 

market based, RETAjLCOs must notify customers taking service under an affected posted 

price offering 30 days in advance of price increases, Notification would not be required far 

price decreases. Customers would be allowed to switch RETAlLCOs at any time, subject to 

their DISTCO's approved waiting period, as described in Section 2.3 above. 

3.0 DISTRIBUTION OF EXISTING GENERATION ASSETS 

Citizens has developed a unique approach to the handling of stranded cos:s 

associated with the investments made by electric utilities under the regulatory compact :hat 

has underlain the industry to this point', Citizens' proposal recognizes that as an industry, 

the utiiities and their regulators have made commitments that must be respected. Further, 

the Citizens' plan establishes a IeveI piaying fietd far ail customers in the state, allowing all 

customers to realize the benefits of competition and open access without regard to their 

current electric provider. 

In summary, Citizens' proposal includes the following: 

Q Use of an auction to establish the amount of stranded costs associated with 

generation and purcbased power assets in the state 

Payment to existing utilities and all independent power producers (IPP) of 100% 

of original costs less depreciation for generation assets or the option to retain 

aI1 generating assets for entry into the power market 
Assignment of ail purchase power contracts to the state for auction 

Reftnancing of the stranded costs through stateobligation bonds at eligible 

rates, thereby lowering the carrying cost on the stranded Costs and mitigatiflg 

the totai level 

Crediting of all funds received from the power sales permit fees (see Section 

Stranded cost are sometimes also referred to as stranded obligations or 5 

stranded investments. 
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2.4), thereby obtaining additionai dollars to further mitigate stranded casts 

Providing fuil credit towards the power safes permit fees for asseb purchased 
in the auction, thereby bringing more bidders into the auction and raising the 

minimum value on the assets 
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(YRF) Surcbarge, providing a levelized playing field for ail citizens in the state 

The value of stranded costs would be established through a state-administered auction 

of generation assets and purchase power contracts. Citizens believes the auction approach 

to establishing stranded costs has a dear advantage over any farecasted market price 

alternative. An auction truly represents the market value for the assets and is not limited by, 

12 

131 

14 

15 

i rapidly moves toward a free market system cf valuation and operations, and does not require 

any ongoing review or ex-post adjustments to the s'rranded valuation. 

Participants in the auction will determine the prices they are wiiling to pay for each of 

the assets and contracts available, based on asset characteristics and individual expectations 

17 

18 

19 

vaiue, as welt as the  benefits of paying less than ama i  future value, are taken into account 

when participants develop their bidding strategies and submit bids. 

Under the Citizens' plan, the auction would be facilitated by a state entity (the 

20 I Investment Recovery Fund Department ("RFD") under supervision of the state regulatdry 

21 
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bodies). The IRFD would manage the auction and administer the refinancing of the stranded 

costs and the repayment of that financing. Utilities and other entities would assign their 

generation and purchase power agreements to the state for auction. Generation assets 

deemed necessary for system stability or voltage support could be retained by the owning 

utility and transferred to the affiliated TRANSCO or DISTCO at original cost less depreciation. 

Assets believed by the utilities as falling in this category would have to be reviewed and 

approved as such by the IAFD and the regulators. 

A utility or independent power producer would not be required to place its generation 
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assets in the auction. However, nonparticipants would be required to retain all of their 

present generation assets - that is, they could not pick and choose which assets to auction -- 
and non-participants would forfeit any preexisting right to receive future cum pensation above 
free market sales. Prior to #e auction, the value of generation assets would be set and 

reported to the IRFD at otiginai cost iess depreciation. The owning entity can then know that 

it wilt receive that level of proceeds, and can develop its own bidding strategy for the auction 

accordingly. Note that tttere is no requirement that curreni asset owners participate in the 

auction, nor does the proposal provide a right of first refusal to existing asset owners. 

Citizens beiieves that such a right would depress the value piaced by the market on the 
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assets and would discaurage out-of-state bidders fram the auction. Some parties have 

expressed concern that an auction provides the potential for market dominance or control by 

a few GENCOs. Citizens believes this potential concern must be addressed on a regional 

or national level through FERC or the Securities and Exchange Commission. 
As discussed in Section 2.4, fulI credit would be given on the power sales permit fee 

for capacity and contracts purchased through the  state auction. This credit for purchased 

capacity will accomplish two significant objectives. It will increase t h e  value to assets that 

might otherwise have little value in the auction, and it will bring more bidders to the auction. 

In particular, Citizens believe a floor value per kW of capacity will be estabiished as the 

present value of h e  power sales permit fees. tn situations where an asset is mostly 
depreciated, this floor value will be greater than the net book value, resulting in a reduction 

of the total stranded costs. Additionally, more parties shauld participate in the auction, since 

any entity that wishes to solicit power sales in the state must pay the power sales permit fee 

and, therefore, would realize a benefit from obtaining assets cx contracts from the auction. 

Note that there is no obligation on the part of the purchasers of generating assets to opefate 

those assets to serve instate customers, or indeed to operate the assets at ak7 

-. 

7 FERC and the state regulatots should create provisions to allww the 
"mothballing" of generation assets, and establish environmentally and economically 
reasonable decommissioning requirements. 
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The IRfD would establish the rules for the auction taking into aGcount the processes 
used in similar-type auctions (e.g., the Environmental Protection Agency for sulfur emissions 

credits and the Federal Communications Commission for air waves). Detailed information 

on the assets and contracts to be auctioned would be  made available to all interested parties. 

The actual auction may be conducted at m e  time, of at multiple times. The auctions could 

be open or sealed bid, or single or active bidding. 

Auction rules could reasonably require pre-qualification of bidders to ascertain that 

bidders are qualified to operate facilities in accordance with standard procedures. 

Additionally, it wouid be reasonable to require security deposits prior to distributing 

information on the facilities to be auctioned, or as part of submitting bids. fhis would 

discourage frivolous bidders and could be used to offset the cost of the auction 

administration. 

Certain facilities may require special handling in the auction. For example, it may be 

appropriate to allow entities to bid for portions of large facilities that currently have multiple 

owners, with appropriate adjustments for entities that are qualified to operate the facilities. 

Entities interested in acquiring nuclear assets will have to be either an existing operator in 

good standing of a nudear hcility or pre-approved by the Nucfear Regutatoty Commission 

("NRC") to take over operation of nuclear facilities. 

Citizens believes that the decommissioning obtigation associated with nuclear assets 

must remain with those assets through the auctioning process. Citizens recognizes that the 

value of nuclear assets will be depressed if the  new owner must also take On the 

decommissioning liability, However, the Company believes there is no other reasonable 

mechanism for addressing the decommissioning liability, s h ~ r t  of the federal government 

taking on the complete liability. Decommissioning escrow accounts must be fully funded by 

the current nuclear asset owner to the date of transfer. These accounts would be transferred 

along with the nudear asset, and must remain in an account inaccessible by any future 
owners for any purpose other than decommissioning. 

GENCOs operating nuclear facilities would be required to set aside a nuclear 
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inaccessible interest-bearing escrow fund. The charge would be on a per kWh basis and 

would be set by the NRC. The NRC would be responsible far review and adjustment of 
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decommissioning charges, taking into account the  existing decommissicning funds collected 

far the  particular nucfear facility. The fees and interest collected under the  new system would 

decommissioning would be undertaken fallowing N RC requirements existing at that time. 

be combined with the existing decommissioning fees upon finai shut down of the facility, and 

The difference between the proceeds from the auction and the  total net book value 

paid aut to the original owners pius the difference between original purchase power prices 

and prices garnered in the auction constitute the stranded c o ~ t s . ~  The stranded costs would 

be placed in the investment Recovery Fund and would be financ9d by tax-exempt state 

revenue bonds, Use of state revenue bonds will mitigate the Ievel af stranded costs relative 

to their present funding mechanisms. Specifically, the cost of capital for utilities is 

approximately '?t to 14% and is much higher for independent power producers and other 
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I ' private funding sources, Financing stranded costs through either utilities (by leaving those 

costs within the DfSTCOs) or the market would result in significant additional carrying costs. 

Recovery of the fund plus interest would be guaranteed through a state-mandated, 

non-bypassabie IRF Surcharge collected at a dollars per kWh basis on all DISTCO deliveries 

as a separate line item on the bill. Statewide recovery of the IRF Surcharge recognizes that 

the stranded costs are the result of the regulatory compact, and that all investments made 
by utilities in the past were approved by the state regulators as being the most appropriate 

option for the state at the time the decisions were made, 

The recovery period for tbe IRF would be established based an the magnitude of 

unrecovered obligation, with the  intent of balancing likely redudions in the cost of eledricity 

with the level of the Surcharge. The Surcharge shouid be based on the initial baiance in the 

6 There are various other costs, for example DSM and other regulatory 
assets, that may be stranded a5 the industry restructures. These costs could be 
recovered through the IRF or the energy efficiency fee (see Section 4.2). 
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IRF, the term and interest rates for the revenue bonds, and historical usage. In practice, 

sales of power wiil increase from the base, and power sales permit fees wiil be  credited to 

the IRF. As a result, the IRF should be eliminated in advance of the term on the bonds, 

Provision could be made to readjust the IRF surcharge periadicatly to stretch the fecovety 

period for the full term; alternatively, the IRF could simply b e  !eft to expire early, 

The auction prccess, the JRFD and the IRF funding and Surcharge recovey will need 

to be established by legislative action. The legislation should SpeCifiCally tie the state 

revenue bonds to the IRF Surcharge, and provide that the IRF Surcharge expires on 

repayment of the revenue bands. Without specific sunset language, it is pcrssibie that the 
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indefinitely delaying receipt of the full benefits of the e!ectric industry restructuring. 

4.0 SOCIETAL PROGRAMS 
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One goal of restructuring is to maintain a state's ability to compete in business 

regionally white enhancing societal benefits. Citizens supports this as an underiying principal 

of t he  restructuring process in Arizona. However, Citizens does not believe that utilities 
should be in the business of providing societal programs. Thus, Citizens recommends that 

social programs that the state wishes to continue in an unregulated electric industry (e.g., 

certain energy efficiency programs, renewable development, low income energy assistance) 
be carried out by appropriate arms of the state government. Citizens believes it would be 
preferable for these programs to be funded completely separately from the utiiity industry. 

However, the Company recognizes that the DISTCOs may be the most practical means to 

collect the funds, Accordingly, the DlSTCOs in the state could serve as collectors of social 

programs fees, but oniy if those fees are included as separate line items on customers' bills. 

4.1 

Citizens believes that assistance programs for low income energy consumers would 

be best carried out by the Arizona Department of Economic Security ("DES"). Line-item 

funds collected by the DISTCOs would be transferred to the  DES for distribution in 
accordance with established procedures and qualifications. 

Low Income Energy Assistance Program 
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4.2 Enemy Efficiency Programs 

Citizens believes that the only State-funded and administered energy efficicnoj 

programs should be those that are subject to market barrien. In addition, Citizens expects 

the  number of energy efficiency measures subject to market baniers to decline as open 

access develops and pricing of power becomes market based. 

Shouid it be determined that sufficient market barriers to energy efficiency exist to 

justify intervention programs, Citizens believes that an existing or newly created department 

witbin state government would be the  appropriate administrator for these programs, with an 

-23- 
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I independent review board that would approve programs and funding levels. The review 

board would establish an energy efficiency surcharge. most likely on a dollars per k W h  basis 

to be induded on bilk as a separate line item. It would also verify both the cost effectiveness 

12 of the  proposed efficiency programs and the continued existence of barriers to market 
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implementation of the proposed measures and would set the budget for administering and 

implementing the programs. There would be  no requirement to apply expenditures uniformly 

across the state; instead, expenditures would be directed toward those programs and target 

markets where barriers exist and where the most cost-effective efficiency gains can be 

achieved. 
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The designated state  department would provide public notification regarding its 

planned programs (eg., measures, location, incentives, delivery mechanism) to permit proper 

coordination with and response by DISTCOs and RETAILCOs, This department would 

competitively bid for the impiementatian of its programs as appropriate. In general, programs 

that could be undertaken by unregulated private entities would be required to be bid. The 

utilities would continue their existing programs until the implementation date for open access 
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when state-run programs would be initiated. The first year funding would be Set by the 

oversight board convened the  previous year, capped at 3 to 5 rnilslk\n/h- During the  fast p a r  

of regulated operations, the designated state department would be organizedjreorganized to 

prepare for its administration of these programs. 

It is assumed that energy efficiency activities that are not subject to market barriers 
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will b e  undertaken by private enterprise. The state-run energy efficiency department may use 

standard market information gathering mechanisms to identify market-based energy efficiency 

activities (k surveys) but would not require private energy-efficiency providers to file with 

the department, 

4.3 Renewable Technologies 

P, 25 
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As with the energy efficiency programs, a similar framework could be established far 

The same designated department and implementation of renewable technologies. 
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independent review board could oversee state-supported renewables activities. Citizens 
1 

envisions an annual or biannual public review process by the  administering department that i 

would set forth an assessment of market-based renewable (or other low-emission tecbnology, 

e.g. fuel cell) activity, a prioritization of research andlor commercialization needs, and a 1 

review process would be an approved plan and the  establishment of a uniform statewide 

surcharge ?a be collected by the state’s DlSTCOs on a non-by-passable basis. 

l 

proposal for funding levels and allocations for the next period. The outcome of the public I I 

In order to stimulate market activity in renewable technology, new generation using 

renewable energy sources would be given full credit toward the power sales permit fee, 

whether instate or oubof-state. 
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4.4 Environment 

Citizens supparts enviranrnental goals and compliance with federal and state 

201 environmentai regulations for Arizona and elsewhere. Accordingly, the Company believes 

a 
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distribution - must remain subject to environmental siting regulations, Streamlining of the 

permitting process in light of the restructuring of the industry could reduce development costs 

without adversely impacting the end results+ 

Citizens believes that all existing generation resource3 - fossil-fueled and renewable - 
can provide beneftts to Arizona residents. Accordingly, Citizens suggests that m ~ h a n i s m s  

be developed for old sources to be considered in conjunction with renewable resources, With 

the goal that t he  combined emissions result is movement toward attainment of new-source 
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standards for the cumulative electricity generated. This approach will promote continued 

operation of societally important renewable resources that aione would generate electricity 

at above-market prices and might b e  shut  down. Such recognition for renewable resource 

capacity will enhance the auction prices of both the fossil-fuel and renewable generation 

above what they might gain if required to compete on their own without the pairing. Once 

the old sources reacb the  end of their present life cycle, the facilities could he 

decommissioned or be subject: to life extension investments under then-current environmental 

regulations. 

As an alternative, the  electricity generated by renewable resources could be sold by 

GENCOs as certified green power, potentially garneilng a higher market price. To help 

overcome the price barrier, renewable resources being marketed as green power in Arizona 

csuld be given extra credit toward the  power sales permit fee. 

111. MEASURING PROGRESS IN MEETING OBJECTIVES 

Ifl its Request for Comments on Industry Restructuring, the Staff seeks input from 

interested parties on specific methods for measuring progress in meeting the various 

objectives of the introduction of competition in Arizona eiectricity markets. Citizens 

recommendations are as follows: 

Encourage the benefits of retail electric competition. 

The benefits of reduced cost and increased customer choice can be measured by 

cornparirrg post-restructuring power casts, service offerings, and the number of suppliers to 

a baseline of these values established just prior to opening up markets to competition. 

Limit the potential harm to utilities and utility investors. 

The biggest potential harm to utilities and investors surrounds the treatment  of 

stranded investments and obligations in the transition to open markets. Utilities need to take 
all reasonable actions to mitigate the level of potentially stranded costs. The Arkma 

Commission will ultimately need to judge the performance of each utiIity in reducing its 

strandable costs and allow for full recovery of the  net amounts. Measuring progress toward 

mitigation requires defining a period for transition and establishing baseline stranded costs 

-25- 
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by utilities which blunts competitive forces, and b) high transaction casts for 

market participants. 

Market power can be measured through the number and market share of suppliers 

operating in the Arizona marketplace. This information should be obtained through consumer 

surveys. Transaction costs can ais0 be measured directly through surveys and compared 

to baseline costs prior to industrj restructuring. 

28 

27 

28 
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Encourage a variety of market developments. 

Monitoring the expansion of services and innovation in the competitive marketphce 

requires a sound baseiine of customer options available prior to industry restructuring. After 
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initiation of open competition, survey techniques can be used to determine the number and 

type of service options available. 

Promote Renewa &le Resources. 

Under Citizens’ proposal, ongoing monitoring of renewable resuurces would be done 

by a state department designated to carry out above-market renewable resource activity, 

Protect important public programs. 

Citizens’ proposai for restructuring the electric industry contains specific components 

for environmental protection, renewable resource development, low income customer 

assistance, increased energy efficiency, and nudear decommissioning. The key tc 

monitoring progress in these areas is establishing a sound baseline prior to open access. 

Sbield consumers who do not or cannot participate in the competitive market 

from rate increases attributable to competition. 

Under Citizens‘ proposal this issue becomes  moot in that all customers have access 

to open markets. Even those who choose not to participate in innovative service offerings 

will be able to access competitive markets through default spot market “Standard Senrice” 

dferings. 

IV. RESPONSES TO STAFF QUESTIONS ON RESTRUCTURING 

A I  Affected Utilities. which utilities should open their markets to cornpetifion? 

All electric utilities in the state of Arizona should open their markets to competition, 

inchxhg investor-owned, municipal, and public power. 

A2 Scope of Restructuring. 

a. 

b, 

As indimted in Citizens’ proposai, the entire electric industry should be opened to 

How much of the utilities’ markets should be opened to cornpetifion? 

Which cunsurners should be allowed to shop around for power & energy? 

cornpetjtion. 

c. Should utility customers served under exisfing contracts be eiigibie to 

participate in the competifive market prior to expiration of the exisfing 

contracts? 

-27- 
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the REfAILCOs, GENCOs, TRANSCOs, and the independent system operator or power pool. 
These services will either be FEW-regulated or market-based. See Section 2.0 of these 
curnments far more information. 

A6 Market Center Services. How should fhese sewices be offered and priced? 

Consumer sewices, such as billing, credit, invoicing, will be handled by the DISTCO. 

Dispatching, exchanges, swaps, imbalance trades would be handled by the IS0 or the power 

exchange. Interruption notification would need to be addressed by the RETAILCO under 

contract with its GENCO. See Section 2.0 of the Propasai far more information. 

A7 Spot Market Services. HQW should these services be offered and priced? 

A functioning spot market is an important part of the competitive electric market, 

1 1  

12 

13 

14 

-24 

Already an electric spot market is developing with one futures delivery paint in Arizona (at 

the Palo Verde Nuclear Power Plant). The Commission should not attempt to regulate spot 

market transactions under taken by the unregulated portions of the competitive industty. To 

do $0 would distort and delay the efficient operation of the market. 
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A8 Transmission Service. How would fhe objectives be met? 

The objectives listed here would be handled by the TRANSCO, the ISO, and the power 

exchange. The TRANSCO will file tariffs with FERC that wiil be approved and will be 

operating as a common carrier, accepting and delivering power through the transmission 

system. The iS0, power exchange, and TRANSCO can handle the requirement that 

RETAILCOs and GENCQs must have contracted for the  transmission. See Sedon 2.0 of 

these comments. 

A9 Recovery of Stranded Investment. How would the objectives be met? 

The objectives and proposed treatment of stranded cost are described in Section 3.0 

of these comments. 

A I 0  Recovery af Cast of Commission-Mandated Utiiity Law Income, DSM, 

Environmental, Renewables, and Nuclear Power Plant Decommissioning 

Programs (“Mandated Programs”). 

These issues are addressed in Sections 4.0 and 3.0 (for Decommissioning) of these 
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This issue should be explored further with interested parties. Large customers 

cunently under contract could be allowed a buy-out or a renegotiation period, or perhaps an 

option for them to buy their contracts back from the utilities through the auction. 
d. If divesthfe wwre undertaken, how shoukt it be accomptjshed? 

This is discussed in Section 2.0 of Citizens’ proposal. 

A3 Term of Restructuring. 

a. When shoufd competition stad? 

, .*. P, 29 

8 As $om as possible. The December 1999 date put forth in House Bill 2504 is 
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probably achievable within the State of Arizona. 

b, ff competition is in the form of a pilot or phase-in, how long should Ihe pilot or 

phases run? 
Restructuring should occur as of a certain date, rather than through a phase-in or pilot 

program. While specific provisions can be made during a transition period to facilitate the 

move to open access (e.g. a “standard“ senrice offering), Citizens believes that a phase-in 

or pilot period wiII simply delay the process and distort the conversion to a competitive 

market without any material benefits. 
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c, If competition is in the form of a pilot, how can the tern of the pilot be sef so 

as to avoid discouraging long tern cantracts signed under the pilot? 

This issue is one of many reasons for not doing a pilot. 

A4 Services AvaiIahle on a Competitive Basis, Which services should be available in 

a compefifive market? 

All seNices otber than distribution and transmission should be available in a 

competitive market. See Section 2.0 of these comments for more information. 

A5 Necessary Services. ffow should these sewices be offered, measuted (metered), 

and priced on an unbundled basis? 

Distribution and transmission rates would continue to be regulated by the state and 

FERC, and the services would be provided by the DlSTCOs and TRANSCOs. Reliability, 

imbalance, backup, and related ancillary services will be provided through contracts between 
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A l l  Encouragement of Renewables. 

These issues are addressed in Section 4,s of Citizens’ comments. 

A I 2  Pooling of Generation and Centratized Dispatch of Generation Qr Transmission. 

Should pooling of generation or centralized dispatch of generation or transmission be 

mandatory or voluntary? Waf technical requiremenis will be necessary to ensure 
reliable and efficient use of generation and transmission tesoumes? 
The competitive electric industry is capable of determining technical requirements 

necessary to ensure reliable and efficient use of generation. Efforts in this regard are 

underway across the country, including the Western Area. Mandates in this area are not 

needed. 

A13 Non-Public Service Corporations. Haw shall non-public sewice corporations such 

as municipal utilifies be involved in a competitive market? 

AI1 generation and all utilities should be opened up for competition. If a municipal 

utility elects not to open itself up for competition, it would in essence become a combination 

RETAILCO and OtSTCO and woufd have to purchase its power under bilaterai contracts in 
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the open market. Presumably their existing power purchase cantracts would remain in effect 

and would need to be sold in the  auction as an integral part of the  gerreration assets that 

supported those contracts. 

A14 Conditions for Returning to Utiiity Service After the Conclusion of a Pilot 

Program. 

Citizens does not support a pilot program, favoring instead a direct move to a 

competitive industry, in which there would no longer be any “traditional“ utiiity sewice. 
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A15 Conditions for Returning to Utility Service. 

Under Citizens’ proposal, there would be no “traditional” utility service in the 

competitive industry. All customers would be purchasing their power on a campetitiVe basis 

from a RETAILCO. 
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A16 Administrative Requirements. 

The issued raised here would be the responsibility of the RR-AILCO, TRANSCO, and 

independent system operator and would be addressed through contractuai arrangements in 

a manner similar to those of the natural gas pipeline industry. Since all utilities would be 

participating, there would be plenty of time to notify their customers. There would be 

established open season when customers could choose suppliers. 

A17 impacts on Other Utility Customers. How could adverse impacts on rates cr 

sewice quality for uti!@ customers not participating in the cornpetifhe market De 
minimized? 

Under Citizens' proposal, ail customers will be participants. Sewice quality woutd be 

maintained through contractual arrangements between the industry players and thraugh 

registration requirements for the RETAltCOs and GENCOs in the state. 

A18 Reporting Requirements for Ail Sellers of Electricity to End Users. What 

reporting requirements (to he Commission) are appropriate and who should file 

RpCrrtS? 

FAX NO, 504 374 7687 
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Since RETAILCOs and GENCOs are unregulated, there should only be minimal 

reporting requirements for them (e.g., number of customers, by standard offer and other 

offers, unresoived complaints). DISTCOs and TRANSCOs would continue traditional 

reporting and rate filing requirements, 

A1 9 Certjflcates af Convenience and Necessity. Would competitive sekm who supply 

electricity to an end user need fu obtain a Certificate of Convenience and Necessily 
fmm trre Commission? 

Under Citiiens' proposal, DlSTGOs would retain their certificated service teftitcrries and 

the obligation to connect end users as discussed in Section 2 of the comments. Since supply 

of electricity would be an unregulated service, a Certificate of Convenience and Necessity 

("CC&N") wauld generally not be required. However, a GENCO that wished to construct 

new capacity in the State of Arizona would need to meet state generation plant construction 

requirements. Whether that is a CC&N or some new filing requirement with a siting board 

-31- 
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would be subject to discussion. The CC&N for existing generation would transfer with assets 

and be soid at auction. GENCOs and RETAILCOs wcuid need ta be registered with the state 

to sell electricity in the state. Citizens’ proposal incfudes a preliminary identification of the 

requirement for obtaining such a registration, including payment of ttre power sales permit 

fee, banding requirements, and agreement to go along with the requirements set up by the 

TWNSCU and the IS0  relative to scheduling and reserve requirements. 

DATED June 28, 1996. 
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